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TAGS: EFIN, PK 

SUBJECT: INTEREST ON USG RUPEE DEPOSITS WITH AMERICAN BANKS IN 
PAKISTAN 

REFS: ISLAMABAD 5555, ISLAMABAD 6212, AND TREASURY'S MEMO OF JUNE 
2ND ENCLOSED WITH LUCIUS TO KENNON LETTER OF JUNE 8TH. 

1 . THE REFERENCED TREASURY MEMORANDUM TO THE FILES (DCM/FCS) 
STATES "THE DESIRE OF THE DEPARTMENT OF THE TREASURY TO MAXIMIZE 
OR AT LEAST INCREASE THE INTEREST YIELD ON OUR DEPOSITS IN 
PAKISTAN." WE ARE SYMPATHETIC WITH THE PRINCIPLE OF TREATING 
EXCESS CURRENCY HOLDINGS CONSISTENTLY AROUND THE WORLD AND 
GETTING A MARKET RATE OF INTEREST ON THEM. WE, HOWEVER, ARE 
SYMPATHETIC TO THE PROPOSITION THAT CIRCUMSTANCES ALTER CASES AND 
THAT THE CASE-BY-CASE APPROACH HAS MERIT WHEN APPLYPBG GENERAL 
PRINCIPLES. WE THINK THERE ARE COMPELLING REASONS IN THIS COUNTRY 
AT THIS TIME FOR LEAVING THINGS AS THEY ARE. FOR ONE THING, THE 
EFFECT OF THE MONETARY EXPANSION LIMITATIONS IMPOSED ON PAKISTAN 
BY THE IMF HAS BEEN TO SEVERELY CONSTRICT THE EARNING 
POSSIBILITIES OF AMERICAN BANKS. THEY ARE SEVERELY SQUEEZED 
BETWEEN THE INTEREST RATES AND VARIOUS CHARGES THEY MUST PAY AND 
THE INTEREST THEY CAN CHARGE ON THEIR LOANS AND ADVANCES. THIS 
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WOULD BE AN ESPECIALLY BAD TIME TO MAKE A CHANGE FURTHER CUTTING 
INTO THE PROFIT POSSIBILITIES OF THE AMERICAN BANKS SINCE THEY 
ARE STILL REELING FROM THE RECENT DISCRIMINATORY INCREASE IN 
REQUIRED RESERVES WITH ITS ADVERSE CONSEQUENCES ON THEIR CASH 
FLOW AND COMPETITIVE POSITION. 

2. WE ASSUME THAT THE MONEY ON DEPOSIT WITH AMERICAN BANKS WOULD 
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BE THE LAST OF OUR RUPEE HOLDINGS TO BE SPENT (A LA INDIA). WITH 
RUPEES ON HAND EXCEEDING RS. 1 .8 BILLION AND WITH SUBSTANTIAL 
INFLOWS OVER THE NEXT SEVERAL YEARS, IT APPEARS TO US THAT ANY 
WITHDRAWALS FROM THE ACCOUNTS WITH THE AMERICAN BANKS WOULD BE 
MANY YEARS DOWN THE ROAD. IN OTHER WORDS, THE DISCOUNTED PRESENT 
VALUE OF ANY INCREASE IN THE INTEREST EARNINGS ON THESE ACCOUNTS 
WOULD BE VERY SMALL. SUCH BEING THE CASE, THE COSTS OF 
COMPLICATING THE POSITION OF AMERICAN BANKS IN PAKISTAN 
(INCLUDING THEIR PROFIT REMITTANCES WHICH ARE IN DOLLARS) WOULD 
FAR OUTWEIGH THE BENEFIT OF BRINGING PAKISTAN INTO LINE WITH OUR 
PRACTICE ELSEWHERE AND MAXIMIZING RUPEE EARNINGS FROM THE 
AMERICAN BANKS. 

HUMMEL 
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